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SUMMARY 


The economy of Honduras showed signs of significant growth during 1977, 
following recovery during 1976 from the impact of Hurricane Fifi (1974) 
and from drought (1975). While the expansion in Gross National Product 
(GNP) of 8.3 percent to $834 million (in 1966 prices) was due largely to 
increased export earnings of coffee and bananas, there is evidence that 
this high rate of growth is sustainable at least through 1978.* Banana 
production and exports were up 17 percent in volume as well as vaiue. 
Coffee exports were down in volume but up 68 percent in value. Moreover, 
the coffee export forecast for 1978 is 1.2 million bags (100-pound) --an 
increase of over 30 percent. Other agricultural-based exports also have 
been increasing in 1976 and 1977. 


Balance of payments improvement, arising from increased export earnings, 
was negated in part by a substantial deficit in services imports. Thus, 
the reduction of the trade deficit to $20 million (est.) in 1977 was 


counteracted by a deficit on current account of $121 mii1i12o0n. 
Capital inflows, both long-term credits for development and 


short-term commercial credits, were substantial. These receipts 
more than covered the current account deficit. 


The Government relied on monetary and fiscal restraints to dampen the excess 
demand arising from high export earnings and from development expenditures. 
Inflation was thus kept down to an acceptable level of 8.4 percent. High 
reserve requirements for commercial banks and other Central Bank restraints 
on internal bank credit tended to shift reliance to external sources for 
private borrowing. This, combined with high import earnings and develop- 
ment capital receipts permitted Central Bank net exchange reserves to 

rise nearly 50 percent to $148 million. Government revenues rose 31.5 
percent in 1977 due principally to higher collections of import duties 

and taxes on coffee and banana shipments. The outlook for 1978 is for 
continued growth at over 8 percent. 


* Data are preliminary. 1977 GNP was $1,421 million in current prices, 
representing a 21 percent increase during the year. 





KEY ECONOMIC INDICATORS: HONDURAS 


All figures in million USS Exchange rate as of February 1978 
unless otherwise stated. US $1.00 = Lempiras 2.00 


1977 % Change 
ITEM 1976 (Prelim. ) 1976-1977 


ECONOMIC GROWTH 


GNP at Current Prices 

GNP at Constant 1966 Prices 

Per Capita GNP at 1966 Prices (US $) 
Population (1,000) 


MONEY, PRICES, AND FINANCE 


CENTRAL GOVERNMENT : 
Current Revenues 
Current Expenditures 
Capital Expenditures 
Deficit 
Money Supply 
Public Debt Outstanding (CG) 
Domestic Debt 
External Debt 
Public Debt as % of Current GNP 
Consumer Price Index (1966 = 100)* 


BALANCE OF PAYMENTS 


Net International Reserves 
(Consolidated Banking System) 
Net International Reserves (Central Bank) 
Current Account Balance 
Debt Service Ratio (% Export Goods and Services) 
Total Exports (F.0O.B.) Goods and Services 
Bananas 
Coffee 
Lumber 
Refrigerated Meat 
Metals 
Total Imports (F.0O.B.) Goods and Services 
Imports of Goods (C.I.F.) from U.S. 
Trade with CACM 
Exports (F.0O.B.) 
Imports (C.I.F.) 
Deficit 


*Average Jan-Dec each year 


SOURCE: Central Bank of Honduras 





PART A: CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Performance: 


The Honduras economy during 1976 passed through a stage of recovery from 
hurricane damage and drought occurring in the two prior years and during 

1977 entered a stage of economic expansion. Strong government commitment 

to development, a xedefinition of public-private sector relationships 
more conducive to private enterprise, political and economic stability 

and improved terms of trade coalesced to result in successful economic 
performance. 


Thus, GNP in real terms rose at rates of 6.8 and 8.3 percent in 1976 and 
1977, respectively. This compares with a historic average of only 4 per- 
cent and even less in 1974 and 1975. GNP at current prices grew 21 percent 
in 1977 to $1,421 million. Increased taxes and collection efforts, in the 
past three years, nearly doubled government revenues to $234 million, while 
current expenditures similarly increased to $205 million. Capital expendi- 
tures on development programs in the same period more than doubled to $98 
million in 1977, reflecting the government's commitment to social and 
economic progress. Capital expenditures rose 25.6 percent in 1977, alone. 
While government debt is steadily rising with the consequent budget defi- 
cits, the GOH closely adheres to a policy of avoiding short and medium 
term and high interest loans. As a result, central government debt, while 
high at $379 million, is manageable due to favorable repayment schedules. 
Service payments on this debt represent only 6.6 percent of exports. 


Fiscal and monetary policies adopted to restrain inflation and increase 
savings have been relatively successful. Inflation rates have been held 
down to 5 and 8.4 percent in 1976 and 1977. The bonanza in coffee earnings, 
other export earnings growth and substantial increases in government ex- 
penditures for development threatened to create excessive purchasing power, 
bidding up prices of goods and materials required for development as well 
as those of consumer goods. The Central Bank has maintained restrictive 
policies such as high reserve requirements, rediscount rates and interest 
rates by commercial banks to dampen private demand. 


Improvement in international transactions was an important factor in over- 
all economic performance, due to the magnitude of exports ($573 million in 
goods and services) in relation to GNP ($1.42 billion). The important role 
of exports results in a strong stimulus to economic growth and increased 
government revenue when these earnings rise as much as they did in 1977 

(26 percent). Exports of goods, alone, rose 36 percent through September 1977. 
Imports of goods during the same period expanded 27.3 percent. Imports of 
both goods and services during 1977 are estimated at $707 million, an in- 
crease of 22 percent. While the trade gap has diminished sharply from 

$107 million in 1975 to about $20 million in 1977, the deficit on current 
account has remained steady at about $120 million over this period due to 
heavy dependence on service imports. 





Higher export earnings and monetary policies adopted to restrain commercial 
credit and dampen demand (hence private capital inflows) contributed to an 

increase of net Central Bank international reserves by nearly 50 percent to 
$148 million. This represents just over 3 months requirements for im- 

ports of goods and 2.5 month's needs for current account payments. 


BALANCE OF PAYMENTS AND TRADE 


Honduras' external accounts and reserves improved substantially in 1977, as 
a result of increased volume and value of exports and continuing capital in- 
flows for business and development. Export value was up sharply from $293 
million in 1975 to $392 million in 1976 (34% increase). Continuing this 
trend, exports reached $393 million by September 1977 (36% increase over 
January-September 1976). Corresponding figures for imports are $400 million 
(1975), $453 million (1976) and $410 million (Jan-Sept 1977). Imports as of 
September 1977 were 27.3 percent greater than in the same period in 1976. 

As a result, the trade deficit has narrowed from $107 million in 1975 to 

$61 million in 1976 and $20 million (est.) in 1977. 


Most of the $104 million increase in total exports during January-September 
1977 is accounted for by higher coffee earnings ($68.7 million) and larger 

banana shipments (917.6 million). Actually, coffee shipments were down 15.5 
percent and banana shipments were up 22.6 percent in volume. Nevertheless, 
substantial gains were made also in some products which show growth trends 

as follows: lumber, zinc, seafood, cotton, sugar, soap and tobacco. 


Honduras' heavy dependence on imports of services largely has negated im- 
provement in its trade balance in the past few years. As a result of service 
imports ($197 million in 1976; somewhat less in 1977) the current account 
balance has remained large at about $120 million from 1975 through 1977. 

The continuing growth of imports of combined good and services from $486 
million in 1975 to $707 million in 1977 is a result of higher demand for 

both capital goods and services and consumer goods. In the event that coffee 
prices fall from recent high levels, Honduras will need to draw heavily on 
exchange reserves and assure increased output from agricultural projects 

now under way to maintain this high level of imports. 


Foreign exchange reserves have shown steady growth since 1975, rising suc- 
cessively from $62 million to $99 million (1976) and $148 million (1977). 
Honduras has over this period been the recipient of substantial development 
assistance credits as well as compensatory balance of payments financing 
and private credits. International lending for development is expected to 
remain relatively high, in view of pending action on several large projects, 
such as the El Caj6n hydroelectric, Olancho Forestry and other projects. 


Among developments which bear on future balance of payments trends are the 

effect of dollar depreciation, oil prices, re-entry into the Central American 
Common Market and weather conditions. Because the bulk of exports go to the U.S. 
and the Lempira is tied to the U.S. dollar purchasing power in Europe 





and Japan has lessened due to dollar depreciation. GOH remedial steps in- 
clude diversifying exports away from the US, increasing exports, generally, 
and restraining oil imports. Additionally, it has granted new oil con=- 
cessions to Esso and Texaco-Amerada Hess which require substantial explora- 
tory work. 


AGRICULTURE 


The results of increased allocations to the agricultural sector in the GOH 
development plan began to produce modest results in 1977 and promise dynamic 
growth in the near future. The greater gains in output and export earnings 
resulted from high prices in coffee and higher banana production and other 
non-grain crops. By far the largest sector in value-added (30%) and employing 
two-thirds of the labor force, agriculture expanded very little during 1971-76 
(0.6 percent value-added a year). Extensive destruction of banana plantations by 
Hurricane Fifi in 1974, drought in the first half of 1975 and slow 
growth of non-banana production caused this sector's share of GNP 

to fall from one-third in 1970 to one-fourth by 1976. 


Recognizing the poor recent performance in basic grains and the need for 
diversifying agriculture, the GOH is coordinating efforts of the Natural 
Resources Ministry, the Agrarian Reform Institute and the Agricultural 
Development Bank to open new land, introduce new crops and improve storage 
and marketing. The IDB, CABEI (Central American Bank for Economic Integra- 
tion) and USAID have stepped up lending to support this effort. New invest- 
ment is being directed into coffee, bananas, rice, cotton, meat, milk, 
African palm, basic grains, sugar and tobacco production. 


Coffee, a traditional crop, has contributed most to growth in 1976 and 1977. 
After falling from 842,000 bags (60 kgs.) in 1975 to 756,000 bags in 1976, 
production rose to about 900,000 bags in 1977. The GOH estimates that ex- 
ports will reach 1.2 million bags (100 1b) in 1978, valued at $200 million. 
This compares with exports of $57, $100 and $168 million in 1975, 1976 and 
1977, respectively. An estimated 100,000 bags (100 1b) entered neighboring 
countries as contraband last year due to low domestic prices in Honduras. 
Roya, a coffee disease affecting some Central American growers has not been 
detected in Honduras. 


Banana production continued to increase during 1977 after recovering in 1976 
from the 1974 hurricane damage. Exports rose from $107 million (33 million 
boxes) in 1976 to $125 million (est. 38 million boxes) in 1977. 


Basic grain production remains a problem in Honduras: food requirements are 
up substantially with population continuing to rise (about 3% annually); 
feed consumption is sharply higher as chicken and other animal feed demand 
has expanded; but corn output has averaged only 350,000 MT in the past four 
years, compared with 335,000 MT in 1968. Sorghum output rose slowly from 
44,000 MT to 64,300 in the past 10 years. The bean crop at 53,100 MT 

in 1977 is down from 56,900 MT in 1968. Thus, basic food grain output has 
been relatively static for 10 years. 





Meat production (largely for export) continued to grow,with the latter 
reaching about 41 million pounds in 1976 and 1977. Exports are limited 
only by Honduras restraint level (37.2 million pounds, plus a reallocation 
of 3.5 million pounds in 1977). Whether Honduras will sustain this high 
level may be in doubt, because cattlemen claim that INA is taking land 

for campesino settlement, forcing them to reduce herds. This reportedly 
is discouraging some cattlemen from improving herds and pastures. 


Sugar, tobacco and cotton production increased substantially in 1977 and 
are expected to continue strong growth. Sugar exports are projected to 
rise to 70,000 MT in 1978 (17,000 MT in 1977) with a value of $50 million. 
$60 million was invested in mills in the past few years raising crushing 
capacity from 7,200 MT of cane daily in 1974 to 23,380 Mf in 1978. The 
decline in cotton production has been arrested, and 1978 exports are pro- 
jected at 46,000 bales ($12.5 million). Tobacco output, which averaged 
5,300 MT 1971-75, rose to 7,561 MT in 1976. 


INDUSTRY 


Manufacturing contributes less than one-fifth of GDP, but investment in 
plant capacity and industrial production rose substantially in 1977, pro- 
mising to increase this sector's share in the economy. Output expansion 
has averaged 7 to 8 percent in the past 7 years. Also, much of economic 
activity attributed to agriculture is industry-related (forestry, seafood, 
and agriculture-based products). When mining, construction, power genera- 
tion and oil refining are included with manufacturing, the contribution of 
the sectoral group exceeds one-third of GDP. The principal industrial pro- 
ducts, all of which have been expanding in the past 2 years are: food 
products, beverages, textiles and apparel, leather goods, wood products, 
chemicals, petroleum and plastics. 


As a result of an improved investment climate and promotion efforts by the 
government's National Investment Corporation (CONADI), a wide range of new 
investments have been completed recently or are being undertaken. CONADI 
has assisted projects in the following areas: shipping, general aviation, 
building products, pleasure yachts, wood products, textiles, cartons, sugar 
refining, grain milling, dairy and meat. Sixty million dollars were in- 
vested in sugar mills, alone, from 1974-76. During 1977, applications for 
new plant and equipment expenditures exceeded $50 million, prompting the 
Vice Minister of Economy to observe that this represents a good sign that 
the private sector has overcome its reluctance in recent years (due to 
'populist' trends in the early 1970's) and is reacting to positive govern- 
ment investment stimuli. Further expansion is expected in new products 
recently granted incentives: seafood products, paper, cement, fertilizers, 
wood products, chemicals and plastics, tires, meat products, textiles and 
apparel, non-metallic minerals, and assembly of consumer durables and 
transport equipment. 





Largest investments are planned in cement ($60 million); lumber, pulp and 

paper ($220 million); textiles ($15 million expansion of Rio Lindo mill); 

and sugar processing. Heavy government expenditure on roads, ports and 

power are opening new areas and resources to development. Recent U.S. private 
investment has entered fisheries and seafood packing, wood products, power 
yachts (for export), tobacco, ornamental plants and tourism. 


ECONOMIC OUTLOOK 


The accumulation of favorable economic trends through 1976 and 1977, combined 
with the momentum apparent in the development program and improved public- 
private sector cooperation, make the outlook for 1978 appear favorable. This 
forecast must be conditioned by the potential impact of unfavorable trade 
trends and weather, due to heavy dependence on trade, the primary role of 
agriculture and recurring adverse weather and flooding. Vigorous economic 
expansion, with GNP rising in excess of 8 percent is expected. Coffee and 
banana earnings should continue to lead growth. Even if coffee prices should 
fall, the expected bumper crop could help maintain present high earnings. 
Rising exports of sugar, seafood, cotton, soap, tobacco and lumber should 
help sustain earnings. 


Signs of a shift of economic policy away from the somewhat unproductive 
policing of price controls to a program of promoting increased production, 
productivity, diversification (agricultural as well as industrial) and ex- 
ports, with corresponding fiscal incentives has been met with a welcome up- 
turn in entrepreneurship. 


A continuing willingness of international development institutions to support 
Honduras' ambitious development program is expected to fuel further economic 
expansion and open new trade and investment opportunities. Finalization of 
financing arrangements for the $413 million El Cajon Hydroelectric project 
and procurement of two large saw mills for the Olancho Forestry Development 
project would help to sustain expansion over the medium to long term. The 
attached list of key projects demonstrates the magnitude of Honduras' 
development effort. 


PART B: IMPLICATIONS FOR U.S. BUSINESS 


Trade 


The U.S. has traditionally been Honduras' most important trading 
partner supplying 40-45 percent of Honduras' import needs and 
Suying over half of its exports. Total Honduran exports were up 


21.9 percent in 1977. Imports from the U.S. rose at the same rate 
to reach a record high of $240 million in 1977. 


Honduras' heavy reliance on a large variety of imported capital equipment, 
industrial raw materials and consumer goods provides U.S. suppliers with a 
ready-made market. The best opportunities for sales in 1978 will be 

hydroelectric and thermal power generating equipment and related supplies, 





heavy construction machinery, transport equipment, sawmill and woodworking 
equipment, chemicals, and manufactured goods of all types. The list of 

major projects attached to this report points to opportunities for engineering, 
contracting, and sales, in the near and medium term. In cases where financing 
is not provided by international financial institutions, U.S. suppliers' 
success in winning bids will depend on their ability to provide competitive 
finance packages. 


The agricultural sector, which provides the base for Honduras' economic 
growth, offers an expanding market for machinery, fertilizers, chemicals, 
irrigation equipment and storage facilities. The Ministry of Natural Re- 
sources recently established a special unit to manage a National Program 
for Agricultural Mechanization while at the same time, high commodity prices 
are encouraging private sector producers of export crops to mechanize and 
improve yields through use of fertilizers and chemicals. 


Favorable developments in the trade balance for Honduras have stimulated 
sales of consumer goods. The American Embassy regularly reports these 
private trade leads through the Department of Commerce's computerized Trade 
Opportunities Program. 


Investment 


The Government of Honduras maintains an open door policy towards foreign 
investment. Foreign private capital is accorded the same treatment and 


protection as domestic capital. There are no restrictions on repatriation 
of profits, dividends, interest or capital. 


The Government of Honduras encourages investment in tourism, agro-industrial 
projects, and export oriented industries producing semi-processed and pro- 
cessed goods. Honduras has recently succeeded in attracting foreign com- 
panies to invest large sums in oil exploration, textiles, wood products 
industries and a cement plant. These new foreign investments combined with 
$50 million of new domestic private capital investment indicate that con- 
ditions are considered favorable for investment. Additional opportunities 
might be found in industries recently approved for investment incentives. 





MAJOR DEVELOPMENT PROJECTS IN HONDURAS 


PROJECT 
PLANNING STAGE 


Agalteca Iron & Steel Plant 

Naranjito Hydroelectric Project 

El Nispero Hydroelectric Project 
Cement Plant - Ind. Cementera, S. A. 
New Tegucigalpa Airport 

Palm Oil Plant 

Gracias-La Esperanza-Siguatepeque Rd. 
Danli-Santa Maria Road 

Guayape Valley Rural Development 

Power VIII-15 MW Hydro & 30 MW Thermal 


NEAR BID STAGE FOR ENGINEERING OR CONSTRUCTION 


Tegucigalpa Water System Master Plan 1 
Power VII - El Cajon Hydroelectric 7 
Olancho Pulp & Paper > 
El Porvenir-Sulaco-Yoro-Olanchito Rd. 10 
Telecommunications II - Regional 10 
Social Security (IHSS) Hospital in 

San Pedro Sula 12 
Small Scale Fisheries Development 11 
Repavement/Rectif. South Highway 10 
Olancho Forestry - Stage II Lumber Mills 3 
Aguan Valley Rural Electrification 7 


IMPLEMENTATION STAGE 


Olancho Forestry - Stage I 

Olancho Forestry - Stage II 

Castillo Port 

Hurricane Reconstruction 

Jutiapa - Escombros Road 

Agrarian Reform 

Yojoa-Rio Lindo Hydroelectric 

El Progreso-Sta. Rita-Yoro Road 
Talanga-Juticalpa-Catacamas Road 
Water/Sewer, San Pedro Sula 

Agricultural Credit 

Water Systems (North Coast) 

Emergency Hospitals & Health Centers 

Lower Aguan Agric. Dev. II 

Upper Aguan Irrigation 6 
San Pedro Sula Hospital (L. Martinez) 12 
La Ceiba - Jutiapa Road 10 
La Entrada - Copan Ruins 10 


AGENCY - $ COST* 


oF 
30 
12 
12 
75 
50 
20 
65 
2 
40 
30 
15 
51 
32.5 
7 
10 
6 


FINANCING 


25 IBRD 

5 IDB 
up to 20-IBRD 
up to 25-IBRD 


3.5 IDB 

IBRD, IDB, CABEI 

IDB, VIF, IBRD, OTHER 
49.6 IBRD 

14.7 IDB, 21.4 CABEI 


15.6 IHSS 
1.6 IDB 

GOH 

30 IBRD 

10 AID 


76.4 IDB, 27 VIF, 301 BRD 
IDB 

17 IBRD 

9.5 AID 

6 CABEI 
62.8 IBRD, IDB 
41.7 IBRD 

18 IDB 

51 IBRD 

IDB 

7 AID 

12 IDB 

8.3 IDB 
43 IDB 


6 IDB 
5 CABEI 
6 CABEI 


* In millions; number indicates GOH agency responsible for project 


1. SANAA 4. CONADI 7. ENEE 
2. BANAFOM 5. COHDEFOR 8. Port Authority 


3. INVA 6. INA 9. Civil Aeronautics 


10. 
ke 
12. 


Ministry of Communications 
Ministry of Natural Resources 
Ministry of Public Health 
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additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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